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ICELAND: KEY ECONOMIC INDICATORS 


All values are in US$ million, unless otherwise indicated. 1982 projections are not 
yet available, but 1981 figures are final in most cases. (On January 1, 1981, 100 


old Ikr. became 1 new Ikr.) 
1981 % Change 
1979 1980 Indicators 1980-81 

Exchange Rate US $ = Ikr. 353 Kkr. 480 New Ikr. 7.26 36.0 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 2,403.4 2,774.1 2, 785.1 
GNP at Constant 1969 Prices 640. 658 .0 665.9 
Average Labor Force (thousands) 104. 105.9 ** 107.4 
Annual Per Capita GNP, Current 

Prices (in dollars) 10, 600 12, 100 12,000 
Gross Capital Formation, 

Current Prices 615. 752. 705. 
Indices: Industrial Production 

(Mfg.) (1970 = 100) 168. 173: 176. 

Avg. Industrial Wage (Mfg.) 

(1971=100) 1,036. 1,577. 2,303. 

Average Unemployment Rate (%) 0. 0. 0. 
MONEY AND PRICES 
Money Supply (M2) in 

million new Ikr 1,676 2.775 C 4,980 C 
Loan: ("Interest Premium" 

to Public) 42.5 C 85.0 C 43. 

(Short Term Commercial) 31. 34.0 C Br 

Consumer Price Index 

(1968=100), avg. 1,89. 2, 876. 4,330. 
BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange 

Reserves 164.5 C 1772220 231i; +54, 
External Public Debt 55. 61.3 C 67.6 D + 3. 
Annual Debt Service 139. 170. 203. +33; 
Overall Balance of Payments 48. 56. 22.6 Ff, -46. 
Balance of Trade (Imports est. 

at c.i.f. X 91%) 38 .0 18. -37. -56. 
Exports, f.o.b. 788.9 929. 900. -28. 

U.S. Share, f.o.b. (%) 28 .0 21. 20. - 0. 
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Imports c.i.f. 825. 1,000. 1,030; +30, 
U.S. Share, c.i.f. (%) 6. 9. v2 = Ale 


Main imports from U.S., (1981 not yet available) (Quan: metric tons; value: US $ 
mil., c.i.f.; from Statistical Bureau of Iceland: Automobiles 796 (595 units), 3.7; 
aircraft 111, 25.7; corn and corn products 7,536, 1.7; fruit and vegetables 2,199, 
2.9; manufactured consumer goods 1,370, 1.6; industrial machinery 556, 2.4; paper and 
cardboard 1,881, 1.9; tobacco products 440, 5.9. 
Footnotes: 
A/ Based on year-end estimates in Ikr. * Change in aggregates 
by National Economic Institute denominated in Ikr. not $ 
Annual average estimate by Wage ** Calculated by Ministry of 
Investigation Committee Social Affairs 
As of end of year **kk Percentage points 
As of September 30 
Movement toward surplus, deficit, or 
total increase, in $ million vice per cent 
Januar y-June preliminary data 
Year over year difference as of 
September 30 
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SUMMARY 


Iceland in 1981 continued its recent economic pattern of combined 
high inflation, low growth, and full employment. The inflation 
rate, although still dizzyingly rapid by OECD standards, was lower 
in 1981 than in 1980. The decline was due mainly to international 
exchange rate movements and to a strict application of price 
controls. Business came under serious financial pressure, relieved 
mainly by credit expansion and also in part by a few specific 
official assistance measures. 


Iceland's balance of payments on current account appears to have 
remained slightly negative in 1981, despite the fact that the high 
dollar upvalued Iceland's largely United States-destined exports 
while cheapening imports from Iceland's mainly Western European 
suppliers. Government accounts have remained near balance, at the 
price of a substantial increase in official borrowing from abroad. 


Growth has remained low in 1981. Catches and markets in Iceland's 
principal export sector, its fisheries, have presented a mixed 
picture; manufacturing and processing output suffered from an 
electric power shortage and from dull export markets; and production 
declined overall in Iceland's high-cost agricultural sector. 


For the future, the Government has proposed to site Iceland's next 
major hydropower project, with accompanying industry, in the 
country's northern region; but the project is in abeyance because of 
local opposition. 


Iceland's economic prospects for 1982 will depend heavily on two 
unknowns. One, as always, is the amount and value of fish to be 
caught and sold. A disturbing sign in this respect is the recent 
continuing decline in the capelin stock. The other is related to 
possible currency exchange value swings, which could reverse 
Iceland's favorable trade terms of last year and seriously burden 
the nation's balance of payments. 


On the domestic side, price inflation is widely expected to worsen 
again in 1982. It appears likely that a loosening of price 

controls and more rapid devaluation for exporters will be needed 
to give Icelandic producers the financial stability necessary for 
more than short-term operation. Finally, prices will depend also on 
the size of basic wage increases, which is unpredictable: the 
current wage agreements will last only 4 1/2 months into 1982. 
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Iceland offers a wide range of opportunities for U.S. exporters able 
to deal on the modest scale appropriate to this tiny but prosperous 
market. American exporters' competitive position will be 
strengthened in 1982 if the average exchange value of the dollar 
recedes from its 1981 level. As Iceland moves into the next stage 
of manufacturing/processing/hydropower development, fresh 
opportunities may occur for U.S. investors as well as for exporters 
of capital goods. 





INFLATION SUBSIDES, THEN RISES AGAIN: Iceland's inflation declined 
in 1981: the cost-of-living increase, which had been 58 percent 
during 1980, droppped nearly to the Government's target rate of 40 
percent in 1981. This improvement, which still left Iceland's 
inflation rate well over triple both the Nordic and the OECD 


averages, ended when steeper price trends resumed late in the year. 


The slowing of inflation emerged both from external currency 
movements and from domestic policies. Partly it resulted from 
terms-of-trade gains which somewhat lowered import prices: the 
Icelandic krona, pegged to a basket of currencies of Iceland's 
trading partners, did relatively well against the European 
currencies in which Iceland's mainly European-supplied imports had 
to be paid. The easing of the price upswing came also partly from a 
more stringent application of price controls than hitherto, and from 
a one-time reduction in the automatic quarterly price-indexed wage 
adjustment which occurred in March 1981. Another anti-inflationary 
influence was the Government's refusal to let the Icelandic krona 
depreciate as sharply against all foreign currencies as it usually 
had done in recent years. 


INFLATION RISES AGAIN LATE IN 1981: These restrictive price and 
exchange policies left many of Iceland's business enterprises in an 
unusually bad financial position, and the anti-inflationary 
controls, therefore, could not be fully maintained. As 1981 drew to 
its end, prices were rising again at rates approaching those of 
1979-80: the cost-of-living index, which had been increasing at an 
annual rate of only 20 percent between January 1 and August 1, went 
up at an annual rate of about 46 percent between August 1 and 
November 1 and (even though eased by a substantial increase in 
government subsidies) at a rate of about 45 percent during the 
quarter from November 1981 to January 1982. In mid-January 1982, a 
fish price rise exceeding 17 percent over the preceding quarter 
strengthened upward pressures on prices. At about the same time, 
the krona was devalued for the fourth time and for the largest 
amount (12 percent) since the beginning of 1981. 
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Meanwhile, a 79.5 percent rise in the money supply (M2) during 1981 
exerted further inflationary impact, limited somewhat by a rapid 
increase in bank savings during the same period. These savings were 
encouraged, despite the high inflation, by the introduction of 
Short-term time deposit accounts paying interest rates linked to 
inflation indices. 


BUSINESS FIRMS REQUIRE FINANCIAL ASSISTANCE: The financial position 
of business was exceptionally difficult in 1981. Many firms 
suffered from increasing debt loads in high dollars at high interest 
rates. The fishery sector had to deal simultaneously with 
indifferent to poor markets abroad and with pressures to match 
overall wage gains at home. Especially for those producers (e.g., 
of woolens) exporting heavily to Western Europe with its weak 
currencies, the financial position became critical in late summer, 
although their cash flow had been eased by the steady rise in bank 
despite a two-stage increase imposed on banks' reserve requirements 
near the middle of 1981. 


In the emergency, the Central Bank and the regional Development Fund 
of the Icelandic Government provided some special financial aid late 
in 1981. The Central Bank assisted certain businesses which had 
been hit by an upward swing in the relative value of the 
doliar-denominated liabilities against their export income in weaker 
European currencies. 


The Fund provided special loans to fish freezing plants, various 
manufacturers, the State Building Fund, and the Fish Price 
Equalization Fund. Some of this assistance was controversial. In 
particular, the use of Central Bank funds to shore up businesses 
and the use of public monies to support a fishery fund designed to 
be financed by the industry itself aroused concern. As 1982 began, 
a new loan regime was introduced, permitting exporters to Western 
Europe to borrow at favorable rates in Icelandic kronur against 
their inventories, rather than in dollars as previously had been 
required. This step should forestall a repetition of the financial 
problems created by exchange rate movements in 1981. 


Meanwhile, businesses received more direct relief in the form of 
liberalized pricing rules which were adopted in late November 1981. 
The Price Control Board was authorized to approve without Cabinet 
clearance quarterly price increases of as high as 10 percent, up 
from an earlier limit of 8 percent. 
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GOVERNMENT BUDGET BALANCES: CURRENT EXTERNAL ACCOUNTS WEAKEN: The 
budget of the Icelandic Government showed better balance in 1981 
than did the country's external accounts. The general budget is 
believed to have shown a surplus, although official figures are not 
yet available. General government expenditures, which by 
preliminary indicators were a lower proportion of GNP in 1981 than 
the 29.6 percent estimated for 1980, seem not to have swollen 
appreciably Iceland's inflation during 1981. The overall accounts, 
however, including the credit-and-investment accounts outside the 
general budget, were cushioned by a large increase over 1980 in 
official borrowing from abroad. This capital inflow, together with 
private foreign borrowing, did much to produce the rapid money 
supply expansion already noted. 


The balance of payments appeared to follow the deteriorating trend 
which had prevailed in 1979 and 1980. In 1979, the deficit in 
merchandise trade plus services produced a surplus equal to 0.8 
percent of Iceland's GNP; in 1980 there was a deficit amounting to 
2.4 percent of GNP; and in 1981, the deficit was at roughly 4.0 
percent of GNP, although final figures have yet to be compiled. 


This disappointing performance was due to several causes. After 
inadequate rainfall a serious hydropower shortage prevailed during 
the first months of 1981. This reduced the 1981 output both of 
aluminum and of ferrosilicon, which are Iceland's principal 
power-intensive industrial export products. Meanwhile market 
conditions caused a reduction of fish export income. Fish 
processors moved from high-cost frozen-fish processing toward 
lower-value but more profitable saltfish and stockfish processing, 
and the herring market and capelin catch were poor. 


The weakness of Iceland's 1981 exports was mitigated by the movement 
of Iceland's terms of trade. These improved owing to a combination 
of a rise in the value of the dollar used to pay for Iceland's heavy 
fish exports to the United States, and a fall in the Western 
European currencies such as the Danish crown, the FRG mark, and the 
British pound, in which Icelanders paid for a large share of their 
imports. 


Meanwhile, simultaneously with the generally unfavorable movements 
in the export picture, several new developments stimulated increased 
imports. The relatively firm krona of 1981 made import prices 
relatively more attractive, and the fact that the krona declined 
occasionally but sharply, rather than almost daily but very 
gradually, encouraged sharp import surges just before the new 
devaluations (associated always with a scheduled fish price change) 
were expected. Imports rose most notably just before the end of 
1981, when not only a fish price rise but also a new government 
economic program were in the works. 
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GROWTH IS LOW BUT POSITIVE; UNEMPLOYMENT REMAINS MINUSCULE: The 
total output of Iceland's economy in 1981, amidst wide fluctuations 
in inflation rates and in the balance of payments on external 
accounts, varied little from 1980. The current preliminary estimate 
is that GNP growth was about 1 percent during the year. Private 
consumption seems to have been the strongest domestic component of 
growth, and capital formation the weakest. Noteworthy among the 
varied sectoral aggregate results were a record cod catch (estimated 
at 450,000 tons for the year), a weak record in new housing 
construction, and the reductions already noted in nerring, capelin, 
aluminum, and ferrosilicon income during 1981. 


As regards power-intensive industries like aluminum and 
ferrosilicon, the recent openings of two parts of the Hrauneyjarfoss 
hydropower facility--one in fall 1981 and one at the beginning of 
1982--should much reduce the chances of a repetition of the early 
1981; power shortage. Thus production in these industries should 
not be seriously curtailed in the future except in case of poor 
market conditions. 


UNEMPLOYENT REMAINS INSIGNIFICANT: Despite the wide variations 
among the performances of various industries, and despite a year-end 
strike which brought a momentary surge in joblessness, unemployment 
in this labor-short society shows no sign of becoming a problem. 


GOVERNMENT OFFERS MODEST NEW ECONOMIC PROGRAM: In January 1982, the 
Government announced a new economic program to hold down the 1982 
inflation rate. The wide range in economic interests of the current 
government coalition, however, left little room for agreement on 
concrete measures. The main specific one is an agricultural subsidy 
increase. This lowers consumer prices, and through them the indices 
which measure inflation. This measure was almost solely responsible 
for the reduction to 45 percent of what would have been a 60 percent 
annual rate of increase in the ensuing quarter's cost-of-living 
adjustment. Also proposed in the new program is a compensatory cut 
from other parts of the government budget, to make up for the 
Government's additional spending on subsidies. It is doubtful, 
however, whether a cut large enough to come near balancing the 
subsidies can be achieved. If it is not, the extra spending will 
have an inflationary effect. 


It remains to be seen what measures may emerge from other more 
general aspects of the Government's package--a commitment to study 
the indexation system itself, for example. And within the governing 
coalition a major argument continues over the question of how fully 
wages should reflect price inflation. This issue, with its crucial 
bearing on inflation rates, ordinarily is compromised in Iceland 
except in moments of extreme financial stress, such as the herring 
stock collapse of the 1960's and the cod stock collapse of the early 
1970's. 
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OUTLOOK FOR THE ICELANDIC ECONOMY: The Icelandic economy faced a 
difficult period as 1982 opened, particularly with respect to 
inflation and the external sector. The inflationary pressures of a 
rapidly growing money supply, of businesses’ continuing need for 
credit expansion and/or price rises, of the January devaluation cum 
fish price hike, and of an approaching (from March 1982) 
renegotiation of basic wage agreements, are strong enough in 
themselves to give concern. And if the dollar, which in 1981 rose 
very strongly above its 1980 level vis-a-vis most Western European 
countries, subsides substantially in 1982, Iceland's import prices 
will add significantly to overall inflation. Such a trend is not 
inevitable, given the weakness in some European currencies. But the 
danger of adverse foreign exchange movements has a special potential 
for disturbing the Icelanders, just because the gain in the terms of 
trade played so significant a role in diminishing Iceland's 
inflation and current account deficit during 1981. 


The prospect for Iceland's external accounts in 1982 is 
unfavorable. As already noted, the terms of trade may well 
deteriorate significantly. Export income from the capelin fishery 
will drop sharply owing to the reduction in the stock and thus in 
the allowable catch. The respective market outlooks for aluminum 
and ferrosilicon darken export income prospects for these 
commodities as well. 


The development of Iceland's electric power resources is also at a 
momentary slowdown. Little construction work is left to do on the 
nearly completed Hrauneyjarfoss electric power facility, but the 
next major power project, with all its implications for industrial 
development, remains undecided. Landowners in the Blanda area of 
North Iceland, the next site proposed by the Government for a 
hydroelectric power facility, have not yet given their agreement, 
and arrangements for industrial use of the power have not yet been 
fully worked out. Meanwhile, some work at Sultartangi in South 
Iceland is planned for the summer on a dam to support existing power 
facilities nearby. This should ultimately be used as part of the 
infrastructure for a new power plant in the area. 

Despite the worries and difficulties already mentioned, the outlook 
for the all-important cod catch remains favorable. Thus no radical 
deterioration in the balance of payments appears likely. Without 
such a collapse, strong anti-inflationary measures also appear 
improbable. The Icelandic outlook therefore remains one of 
continuing low or possibly negative growth. This is likely to be 
accompanied by a continuation of the country's traditional full 
employment; by an unfavorable but presumably not disastrous balance 
of payments; by another surge in the inflation rate; and by a 
roughly balanced government program of palliatives for the economic 
ills of what remains, after all, a highly prosperous country. 





ei. 
IMPLICATIONS FOR THE UNITED STATES 


ICELANDIC MARKET CONDITIONS INVITE WIDE RANGE OF U.S. EXPORTS: 
Iceland's prosperous ecoomy, with annual GNP per capita in the 
$12,000 range, is heavily dependent on foreign trade. A wide range 
of basic raw materials, manufactured goods, and foodstuffs must be 
imported. Imports by volume reached an all-time high in 1981. By 
c.i.f. value they totaled $1,031 million, including $80 million 
worth from the United States. Although most of Iceland's imports 
traditionally come from Europe, U.S. exporters will continue to 
enjoy opportunities in many product sectors. 


Although small, the Icelandic market should be attractive to 
American exporters. American goods on the Icelandic market enjoy a 
good reputation, and they move easily. 


A number of competitive disadvantages for U.S. exporters 
nevertheless exist on the Icelandic market. For example, ocean 
freight rates from the United States are higher than from Europe; 
scheduled air traffic is somewhat less frequent; and Iceland's EFTA 
membership and its trading arrangements with the EC create tariff 
disadvantages for U.S. suppliers vis-a-vis their EFTA/EC competitors. 


Certain conditions need to be observed by Americans who want to make 
the most of their trading opportunities in Iceland. For one, 
Icelanders strongly prefer to deal directly with their American 
suppliers, rather than suffer the extra costs, delays, and trouble 
entailed in dealing with U.S. firms' European agents. Sellers also 
must be willing to trade on a scale commensurate with the country's 
population of only 231,000. Finally, standards of service and 
quality for goods from abroad are high, as befits highly educated 
end-users in a prosperous country where heavy import levies raise 
Sharply the prices of goods from abroad. 


SPECIFIC PRODUCT CATEGORIES OFFER EXPORT OPPORTUNITIES: Recent U.S. 
export performance to Iceland, both in consumer and in industrial 
goods, shows success in various fields. This is especially true of 
agricultural products: U.S. exports of tobacco products, fruits, 
vegetables, corn, wheat, flour, and cereals were considerable in 
1981, and they should remain so in 1982. Other items of promise 
include miscellaneous industrial and electrical machinery, including 
fish processing equipment; machinery for manufacturing wood and 
metal products; nonferrous metals; heavy construction machinery; 
computers and peripherals and office machines; steel pipes; powered 
and nonpowered hand tools; marine related equipment; electric 
household appliances, including products of which tariffs were 
substantially lowered at the beginning of 1982; lumber and wood 
furniture in parts; textiles and fabrics; various high-quality 
medical equipment and instruments; paper and cardboard; sports 
equipment, particularly for winter sports; sporting and other 
apparel; canned and frozen foods; wines; and toys. 
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Despite some uncertainty in current hydroelectric power development 
plans, this sector should be watched by U.S. firms for opportunities 
to export turbines and other relevant equipment. New large-scale 
power-intensive processing industries also may be expected in 
association with new hydropower fcilities. This will mean export 
opportunities for U.S. goods and services associated with the 
planning and construction of such major industrial projects. 


ICELAND SCHEDULES “HOME AND FAMILY" TRADE SHOW: A special marketing 
opportunity for Iceland's overseas suppliers will be provided by the 
Single major trade fair scheduled for 1982 in Iceland. This is the 
Home and Family '82 Exhibit, which will run from August 20 to 
September 5 in Reykjavik. The show, which will be open to the 
public, will feature goods related to the home and household in the 
broadest sense. Attendance at similar past events has been up to 
70,000 people or nearly a third of the Icelandic population. 





INVESTMENT OUTLOOK IS GUARDED: Iceland at present has only three 
industrial facilities with foreign equity participation; one, a 
diatomite mining and processing facility, is partly owned by a U.S. 
firm, Johns Manville. Additional opportunities for U.S. investors 
may well arise in power-intensive industries. These can take 
advantage of Iceland's awundant hydroelectric power potential, and 
they can help diversify an economy now sharply skewed toward fish. 
The lead time for such investment is long, however, because new 
power capacity has to be developed to accommodate each new 
manufacturing facility. 





Icelandic hesitancy to accept the foreign influence implicit in 
foreign investment remains strong. This reserve is complicated by 
some influential Icelanders' opposition on principle to foreign 
private ownership of Icelandic production facilities. Each new 
overseas investment in manufacturing or resource exploitation will 
encounter political opposition, tinged (except in the fishery 
sector) with fears about the environment. 


In 1981 the only wholly foreign-owned investment in Iceland was the 
subject of a major dispute which has not been resolved. The 
Icelandic government and the Swiss-owned ISAL alumina processing 
corporation remain far apart in their assessments of ISAL's profits 
during the late 1970's, and of the company's attendant financial 
obligations to Iceland. 


In the future all projects entailing investment from abroad 
presumably will be joint ventures with majority Icelandic 
participation. The possibilities for investment in this form, 
though limited both by Iceland's size and by its wish to avoid 
excessive foreign influence, remain worth watching. 








A YEAR’S WORTH 


OF 


WORLDWIDE 
BUSINESS 
OPPORTUNITIES ... 
FREE! 


Here's acalendar of U.S. trade promotion events to be 
held abroad during the upcoming months. It's yours free 
for the asking. You'll find out about exhibitions, trade 
missions, and seminars featuring specific U.S. products 
and services, where they're being held, and whom to 
contact for more information. Whether your products are 
agricultural machinery or textiles manufacturing 
equipment, energy systems or computers, we've got an 
exhibition custom tailored to your export needs—and 
designed to introduce your products to ready and eager 
buyers overseas. 


Send for your free copy of the Overseas Export 


Promotion Calendar today. Your world markets are 
waiting. 
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MAIL TO: 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 
Office of Export Marketing Assistance 
Export Communications Section, Rm. 4009 
Washington, DC 20230 


Yes! Please send me my free copy of the Overseas Export Promotion Calendar. 


Name 





Company 


Address 


City 





